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Escalating protests throughout Argentina during mid-December forced both President Fernando
de la Rua and his Economy Minister Domingo Cavallo to resign. Within ten days, the country
saw three other presidents take office and quickly leave. Finally, on Jan. 2, Eduardo Duhalde, who
was defeated two years ago by de la Rua, assumed the presidency of the troubled country. In the
process, Argentina has defaulted on its debt-service payments, devalued its currency, and declared
a lengthening "banking holiday."

De la Rua unable to resolve crisis
As the economy hovered on the verge of collapse after four years of recession, the de la Rua
government struggled to make payments on its US$132 billion debt, partially froze bank accounts
to prop up the banking system, and faced rising joblessness and plunging consumer confidence
(see NotiSur, 2001-12-14). De la Rua and Cavallo tried a series of unsuccessful measures to turn the
economy around, but they adamantly held on to the currency peg Cavallo had introduced in 1991,
which tied the peso to the dollar at an exchange rate of one to one.
Cavallo called a devaluation "unthinkable." "Convertibility is the monetary system we have in
Argentina, and I think the people want it to continue. Very few people want to abandon it," Cavallo
told a news conference Dec. 14. "On the contrary, there's more support for dollarization."
"The government is introducing new measures every day," said former deputy economy minister
Eduardo Curia. "But no one is proposing any alternative to the dollar peg."
Cavallo's decision, effective Dec. 3, to curb the amount of cash a person could withdraw from the
bank each month enraged the public and led to widespread protests. A 24-hour strike on Dec.
13 against the measures was widely supported, bringing the country to a standstill. Although
the government dismissed the effectiveness of the strike, on Dec. 14, Daniel Marx, the highly
respected deputy economy minister, resigned. Although he cited personal reasons, most analysts
said he left because of his disagreement with the caps on bank-account withdrawals. As the
situation deteriorated, de la Rua met with his predecessor Carlos Saul Menem (1989-1999), leader
of the opposition Partido Justicialista-peronista (PJ), to discuss efforts to save Argentina. Still,
convertibility had become an obsession and an end in itself, and ultimately it not only brought down
the government but also had to be discarded.
On Dec. 17, the government said it would slash spending by another 20% in 2002, which set off
renewed protests that soon turned violent. Angry demonstrators in Buenos Aires burned tires
outside supermarkets demanding food handouts. Police in riot gear used tear gas and rubber bullets
to disperse protestors and looters who ransacked shops and supermarkets in some of the worst
rioting in a decade. By Dec. 20, the death toll had risen to 27, and de la Rua declared a 30-day state of
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siege, suspending constitutional rights and giving the government broad powers to respond to the
violence.
Cavallo resigned, and a judge issued an order banning him from leaving the country. Late that
night, de la Rua also resigned, leaving the presidential palace by helicopter. In his last comments as
president, de la Rua lashed out at the opposition Peronists for rejecting his request the day before
for a unity government. "The Peronists made a mistake," he said.

Series of presidents
Congress met Dec. 21 to accept de la Rua's resignation and put together a caretaker government.
Under the Constitution, Senate president Ramon Puerta of the PJ became the president for what he
said would be "only 48 hours." When Congress met, it named Gov. Adolfo Rodriguez Saa of San
Luis province president and set new elections for March 3. Rodriguez Saa was sworn in Dec. 23. He
immediately canceled payments on the public debt. He said he would use the debt-service money
for emergency social programs and to create jobs. He also said he would cap salaries of government
officials at US$3,000 a month, including his own, and would sell all government-owned cars and
planes.
Rodriguez Saa said, however, that he would not devalue the peso and would maintain convertibility,
but he also called for creating a "third currency" to stimulate the economy. Three days later, he had
begun to talk about an "orderly exit" from the dollar-peso peg.
Finance Secretary Rodolfo Frigeri said the government would print the third currency, the
argentino, to be used to pay state salaries. It would be allowed to depreciate against the dollar,
perhaps eventually replacing the peso. Meanwhile, banks and foreign-exchange houses were shut
for most business for the fifth day running and ATMs ran out of cash. Skeptical Argentines feared
the argentino would replace the peso altogether and uncontrolled printing of the new money would
plunge them back into the hyperinflationary chaos of the 1980s.

Demonstrators force another president to leave
On Dec. 29, for the second time in as many weeks, thousands of middle-class Argentines filled the
streets, throwing stones or banging pots. This time their anger was directed at Rodriguez Saa for
continuing to restrict access to bank accounts and for appointing several high-ranking officials
widely considered corrupt. Several demonstrators forced their way into Congress, setting small fires,
smashing windows, and throwing furniture out the main entrance.
Cabinet chief Carlos Grosso, a target of demonstrators, submitted his resignation. Grosso was
widely suspected of corruption while serving as mayor of Buenos Aires. Seeking to shore up political
support, Rodriguez Saa called PJ governors to a meeting on key issues including the March election.
But only a handful of the governors offered their support. Some PJ leaders were reportedly worried
that Rodriguez Saa was moving to extend his time in office.
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Seven days after he was sworn in, Rodriguez Saa announced his resignation in a nationally televised
address Dec. 30 from his hometown of San Luis. He said he had little choice but to step down after
he failed to win support for his caretaker administration, and he blamed several PJ members for
putting their presidential ambitions ahead of solving the country's pressing problems. "The wolves
and political lobbies running wild don't understand the spirit of the new times," he said, chastising
PJ leaders. "They've asked me to do in seven days what hasn't been done in the last 30 years." "I am
not going to be the president of the continuation of the old Argentina," he said. "I am not going to
be a president who represses the people to support the positions of those in power, no matter how
much I'm asked to."
Rodriguez Saa's swift departure left the presidency in the hands of House majority leader Eduardo
Camano. Ramon Puerta quit his post to avoid inheriting the presidency again. Once again, on Jan. 1,
Congress met to accept a president's resignation and choose a successor. Legislators also suspended
the March elections and said the interim president would govern until regular elections in 2003.
"There is a total agreement in the legislature to choose a president for two years," said Federico
Storani, head of the Union Civica Radical (UCR) in Buenos Aires province. "It would be madness in
the present climate to hold an election."

Eduardo Duhalde takes over
Congress finally settled on Sen. Eduardo Duhalde, a 60-year-old former vice president and twoterm governor of Buenos Aires province, as the next president. His selection was confirmed by 262
lawmakers, with 21 opposing and 18 abstentions. He assumed office Jan. 2. Almost immediately,
the new president attacked the free market policies he blames for the current economic woes.
"The financial crisis is without precedent," he said. "We have been left today without a peso. My
commitment, starting today, is to do away with an exhausted economic model that has brought
desperation to a vast majority...and to lay the foundations of a new model that can help our market
recover and ensure a better distribution of wealth." As governor, Duhalde promoted public-works
projects and defended local industry, but he ran up a budget deficit and faced accusations of
corruption.
One of his first promises on Jan. 2 was a new unemployment-benefit program. As part of the
populist left wing of the PJ, critics say Duhalde is a throwback to old-fashioned Peronism, founded
as a working-class movement by Juan Peron in the 1940s but transformed into a showcase for
free-market reforms under Menem in the 1990s. Duhalde has yet to detail his policies for saving
Argentina, but it is clear that his administration will no longer blindly support free-market
economics nor be a slave to international banking and finance.
On Jan. 4, Duhalde asked Congress for special powers to reform the economy, including devaluing
the peso and creating a dual exchange rate. The bill he sent Congress requested powers to reform
the banking system, regulate prices of goods and services, safeguard the value of savers' bank
deposits, and protect debtors from bankruptcy.
Duhalde's Treasury Secretary Oscar Lamberto said the new currency plan envisages a free-floating
exchange rate system alongside an official fixed exchange rate to replace the peso-dollar peg. "The
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idea is that there would be two [currency] markets," said Lamberto. "An official market, established
by the monetary authority...and a free market for nonpriority transactions in which the currency will
fluctuate according to the market." But some analysts fear the dual system could lead to more of the
endemic corruption that helped bankrupt Argentina in the first place.
"The ambiguity between the two exchange rates opens the way for corruption and abuse," said
Walter Molano, an analyst for US-based BCP Securities.
As Congress debated the currency devaluation, it received more evidence of the enormity of the
economic crisis with word that the budget deficit for 2001 would top US$11 billion. As late as
November, Cavallo was predicting a deficit of US$7.8 billion, already well above the US$6.5 billion
target agreed upon with the International Monetary Fund (IMF) last August in return for US$8
billion in emergency aid.
On Jan. 6, both houses of Congress approved the emergency bill sought by Duhalde, clearing the
way for the government to announce a devaluation. The president will be allowed to freeze prices on
medicine and gasoline for the next two years if he believes that businesses are gouging consumers.
He can reset the value of the peso against the dollar as often as he wants. The package also aims
to ease the debt burden on the middle class by allowing up to US$100,000 in credit-card debt and
consumer bank loans in dollars to be converted to pesos.

Devaluation announced, but banks remain "on holiday"
Late Jan. 6, overriding protests of foreign investors, Economy Minister Jorge Remes Lenicov
announced that the dollar-peso peg was history. "We are devaluing, we are in collapse, Argentina is
bankrupt," Remes Lenicov said. He said an official rate of 1.4 pesos per dollar would be applied to
exports and imports, and a parallel, free-floating rate would be set by the marketplace and applied
to most ordinary transactions. He said there could be a possible shift to a floating rate in four to
five months. He also announced a two-day "banking holiday" on most financial transactions and
said foreign-exchange markets would remain closed until Jan. 9. However, that holiday has been
extended until at least Jan. 11. The government said it planned to start renegotiating its foreign debt
with creditors in early February.

Winners and losers
Foreign banks and utility companies mainly Spanish and US firms that moved into Argentina
through the privatization of state assets in the 1990s may be the big losers. "The poor have already
made an effort and we are asking for the collaboration of the rich," Remes Lenicov said. The new
measures have apparently been accepted by the Argentine public. No major protests have erupted,
and people seem to have grudgingly recognized the Duhalde government. The US has made little
public comment regarding Argentina's new economic measures other than to urge continued
cooperation with the IMF. However, behind the scenes, sources in the IMF and those familiar with
the US position said neither the US Treasury nor the IMF was pleased with Duhalde's economic
plans.
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On Jan. 7, IMF managing director Horst Koehler said Argentina's problems were homegrown, but
the IMF is ready to work with the country. An IMF technical mission is in Buenos Aires to look at
the plans. IMF sources said that the dual exchange rate is not in line with IMF thinking, and the
country may find it tough to win IMF support for the plan. IMF blamed for contributing to crisis
Many analysts said the IMF must assume some of the responsibility for Argentina's woes. As the
country slipped further into recession, the IMF's mandates did not change. It insisted on tightening
the screws of fiscal austerity, calling for more budget cuts and more tax hikes, which in the end
failed to do what they were supposed to do.
Arturo Porzecanski, head of emerging markets at ABN-AMRO, said the IMF made the wrong
diagnosis, and its prescription, which it refused to change, ended up killing the patient.
Other analysts said the IMF is guilty of doing too little for Argentina, since the long-standing
financial crisis became terminal after the IMF refused to disburse a US$1.3 billion loan in December.
"The multilaterals have some responsibility in pushing Argentina over the edge and in building
up this whole myth that is called Argentina," says economist Walter Molano with BCP Securities.
"Argentina was their star student and was being sustained in that star position."
Writing in the Los Angeles Times, author Marc Cooper said that, while Argentine mismanagement
and corruption were partly to blame, the directors of the IMF, World Bank, and other multilateral
financial agencies must share the blame. Argentina obeyed to the letter the dictates of the IMF.
Even as default loomed, the IMF pumped billions of dollars more into Argentina in return for its
obedience and the economy still collapsed. Cooper said that experience should raise questions
about the free-market globalization model that has increasingly been forced on Latin America
countries. He cites a study released last summer by the Center for Economic and Policy Research in
Washington showing that, of the world's 116 poorest countries, most are worse off after the last 20
years of global economic integration.
In an article in The Boston Globe, American Prospect editor Robert Kuttner said that "as Argentina
tanked, the IMF's austerity program pushed the economy further into collapse." He quoted
Joseph E. Stiglitz, the 2001 Nobel laureate in economics and former chief economist of the World
Bank, who said that the countries that have suffered most from globalization have been ones like
Argentina that were coerced into leaving themselves vulnerable to forces beyond their control.
"The international financial institutions," Stiglitz wrote, "have pushed a particular ideology market
fundamentalism that is both bad economics and bad politics....The IMF has pushed these economics
policies without a broader vision of society...and it has pushed those policies in ways that have
undermined emerging democracies."

-- End --
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